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Executive Summary

Demographics

• Health Insurance Risk Sharing Plan (HIRSP) enrollment continued to rise in 2001; total
enrollment climbed 25.5% over the course of the year.  As of October 31, 2002, 15,449
people were enrolled in HIRSP.

• Plan 1, Option B showed the greatest percentage increase in growth during 2001, a rate of
60.1%.  Plan 1, Option A and Plan 2 showed steady increases in enrollment.

• Applications to HIRSP in 2001 increased over 2000; the program received an average of 455
applications per month in 2001 versus an average of 420 per month in 2000.  Applications
averaged 240 in 1999 and 180 in 1998.

• The majority of individuals approved for HIRSP qualified because of a rejection or limitation
in health insurance coverage (59.3%).

• Several insurance carriers reported increases in 2001 over 2000, in the number of rejections
issued to individuals that resulted in applications to HIRSP.

• In 2001, at least 73% of HIRSP policyholders appear to have had annual household income
in excess of $25,000, because they did not apply or qualify for reduced premiums.

• While the number of policyholders with annual household income less than $20,000
receiving deductible and premium reductions has increased in the last few years, the
percentage of subsidized policyholders has remained relatively constant.  In 1999, 34% of
Plan 1, Option A policyholders and 49% of Plan 2 policyholders received subsidies; in 2001,
34% of Plan 1, Option A and 50% of Plan 2 received subsidies.  Subsidies are not available
to Plan 1, Option B policyholders.

Financial Overview

• Total plan costs for calendar year 2001 were $76.5 million.  By law, these costs are funded
by a combination of general purpose revenue, policyholder premiums, assessments paid by
insurance companies writing health insurance policies in Wisconsin, and reduced payments
to providers.

• Individuals enrolled in HIRSP pay less than half of the actual costs for their benefit coverage.
In 2001, HIRSP policyholders’ average out-of-pocket payment for premiums was $3,228
(49.4%) of the average $6,538 cost per HIRSP policy.  Total program costs in 2001 were
$76,451,816, and of those costs, the total cost to other payors represented by Wisconsin
policyholders was $38,709,426 (50.6%).

• The HIRSP Board of Governors approved a major change in 2001 to assure long-term
stability of the plan by switching from cash to accrual accounting.  The one-time impact of
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this change was $10 million to policyholders, $3.3 million to insurers and $3.3 million to
providers.

Utilization and Costs

• HIRSP has paid out $10,000 or less for 77% of policyholders since the program’s inception.

• In 2001, HIRSP paid out $10,000 or less in benefits for the majority (88%) of policyholders.

• In 2001, HIRSP paid $0 in benefits for approximately 29% of policyholders and more than
$50,000 in benefits for 1.1% of policyholders.

• Circulatory System Diseases is the most costly diagnosis category for HIRSP policyholders,
constituting 23% of all medical claims expenditures in 2001.

• Human Immunodeficiency Virus-Specific Antivirals is the most costly therapeutic
classification of drugs prescribed for HIRSP policyholders in 2001, constituting 13% of all
prescription drug expenditures.
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Overview

The Wisconsin Health Insurance Risk Sharing Plan (HIRSP) is a health insurance program for
Wisconsin residents who either are unable to find adequate health insurance coverage in the
private market due to medical conditions or who have lost their employer-sponsored group
health insurance.

Administration

The Department of Health and Family Services (DHFS) is responsible for the oversight and
administration of HIRSP.  Under the DHFS’ oversight and as required by state law, HIRSP’s
plan administrator, the Medicaid fiscal agent, carries out daily operational duties such as
eligibility determination, claims processing, and premium billing functions.

Also in accordance with state law, HIRSP has a Board of Governors consisting of 13 individuals.
The secretary of the DHFS or the secretary’s designee chairs the Board of Governors.  Members
also include the Commissioner of Insurance or Commissioner’s designee and representatives of
the following who are appointed by the secretary and serve staggered three-year terms:

• Two participating insurers from nonprofit corporations.

• Two other participating insurers.

• Three health care provider representatives; including one representative from the Medical
Society of Wisconsin, one representative from the Wisconsin Health and Hospital
Association, and one representative of an integrated multidisciplinary health system.

• Four public members who are not professionally affiliated with the practice of medicine, a
hospital, or an insurer.  One member must be a representative of small businesses in the state
and one member must have coverage under the plan.

Among many other duties, the Board is responsible for collecting assessments from insurers,
advising the DHFS on choice of coverage, approving administrative contracts, overseeing
performance standards for the plan administrator, and approving the program budget prepared by
the DHFS.

The Board of Governors established two HIRSP committees, the Financial Oversight Committee
(FOC) and the Grievance Committee.  The FOC is responsible for monitoring all HIRSP
financial matters and making recommendations to the full board.  The Grievance Committee is
responsible for reviewing all policyholder grievances and deciding the resolution of the
grievances.

Refer to Appendix 1 of this report for a list of HIRSP board members.



 HIRSP 2001 Annual Report Page 4

Funding

Sources of HIRSP Funding

• State tax collection or general purpose revenue (GPR) funds are appropriated under the state
budget to offset HIRSP costs.  In 2001, approximately $10.9 million in GPR was
appropriated for HIRSP.  The GPR appropriation is set in each biennial budget.

• Policyholder premiums must, by law, fund 60% of the balance of HIRSP costs after the GPR
appropriation offset has been applied.  However, since these premiums must be no lower than
150% of the standard rate, excess premium revenue may accrue.

• Insurers and health care providers each cover 20% of the remaining HIRSP costs:

! Insurers pay their 20% through assessments charged to insurance companies.

! Health care providers pay their 20% through reimbursement reductions in HIRSP claim
payments.

In addition to these funding sources, a separate state GPR appropriation is available to reduce the
premiums and deductibles for low-income policyholders.  In 2001, approximately $780,000 in
GPR was appropriated for this purpose.  The insurance industry and providers each contribute
50% of the needed amount to cover any premium and deductible costs in excess of the
appropriated GPR.

Annual reconciliation of plan costs ensures that the funding formula remains in balance and that
policyholders, insurers, and providers contribute their required respective 60/20/20% level of
plan funding.

Refer to the Funding chapter of this report for a more detailed discussion of funding.

Section 149.15, Wisconsin Statutes, requires that HIRSP define in its annual report the cost of
the plan to all policyholders in this state.  The plan costs funded by GPR appropriations, insurer
assessments, and discounted provider payment rates comprise the funding sources for the
program.  Those amounts are ultimately paid by Wisconsin taxpayers and by other policyholders
throughout the state.  For calendar year 2001, the total cost borne by GPR appropriations, insurer
assessments, and discounted provider payment rates was 50.6% of plan costs, $38,709,426, or
$3,310 per HIRSP policy.  Refer to Appendix 7 of this report for details of HIRSP costs by
funding source.
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Funding Sources

CY 1998 CY 1999 CY 2000 CY 2001
Avg number of policyholders 7,273 7,561 9,154 11,694
Total  plan costs $43,251,905 $50,107,757 $54,451,356 $76,451,816
Avg cost per HIRSP policy $5,947 $6,627 $5,948 $6,538

HIRSP policyholder payments $17,230,744 $21,994,320 $24,438,916 $37,742,390
Avg cost per HIRSP policyholder $2,369 $2,909 $2,670 $3,228
HIRSP policyholder % of costs 39.8% 43.9% 44.9% 49.4%

Cost to other WI policyholders $26,021,161 $28,113,437 $30,012,440 $38,709,426
Cost to other WI policyholders $3,578 $3,718 $3,279 $3,310
Percent of costs to other WI
policyholders

60.2% 56.1% 55.1% 50.6%

Eligibility

Generally, to be eligible for HIRSP, applicants must be under age 65 (certain exceptions apply),
be a resident of Wisconsin, and meet one or more of the following requirements:

Plan 1, Options A and B eligibility:

• Have tested positive for the Human Immunodeficiency Virus (HIV).

• Have received a notice of rejection, cancellation, or reduction in benefits from one or more
health insurers within nine months prior to making application for coverage.

• Be an “eligible individual” as defined under s.149.10 (2t), Wis. Stats., and submit a valid
certificate of “creditable coverage” under a qualifying group health plan from a previous
health insurer.

Plan 2 eligibility:  Applicants must be eligible for Medicare because of disability or qualify as an
“eligible individual.”

Please refer to Appendix 2 of this report for a detailed description of HIRSP’s eligibility
requirements.

Health Plans

HIRSP offers the following plans:

• Plan 1, Options A and B, are for people who are not eligible for Medicare.  Both options
have identical coverage that differs only in the amounts of premiums, deductibles, and
coinsurance.  Option A has a lower deductible and lower drug coinsurance out-of-pocket
maximum, and Option B has lower premiums.
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• Plan 2 is available for applicants who:

! Qualify for Medicare due to a disability and are younger than age 65.

! Qualify for Medicare at age 65 or older and meet the requirements listed under Eligibility
Based on Lost Employer-Sponsored Group Health Insurance in Appendix 2 of this report.

! Qualify for Medicare and reach age 65 while enrolled in HIRSP.

The following table presents a detailed comparison of the HIRSP plans.

HIRSP Health Plan Comparison

*  Available for policyholders with household incomes of less than $25,000.
** Available for policyholders with household incomes of less than $20,000.

HIRSP premiums are based on the policyholder’s age, gender, and zone of residence.  Premium
and/or deductible subsidies are available to low-income policyholders in Plan 1, Option A and
Plan 2.

Plan 1, Option A Plan 1, Option B Plan 2

Premiums Refer to Appendix 3. Refer to Appendix 3. Refer to Appendix 3.

Premium reductions available if
you qualify

Yes .* No. Yes .*

Medical deductible $1,000 per year. $2,500 per year. $500 per year.

Medical deductible reductions
available if you qualify

Yes .** No. No.

Medical coinsurance 20%  of allowed amount
$1,000 total per year.

20%  of allowed amount
$1,000 total per year.

No.

Individual medical out-of-pocket
maximum
(Total expenditures for medical deductible
and medical coinsurance, after which
HIRSP will pay at 100%.)

$2,000 per year. This
does not include drug
coinsurance.

$3,500 per year. This
does not include drug
coinsurance.

$500 per year. This
does not include drug
coinsurance.

Family medical out-of-pocket
maximum
(All family members must be on the same
plan for these amounts to apply.)

$4,000 per year. This
does not include drug
coinsurance.

$7,000 per year. This
does not include drug
coinsurance.

$1,000 per year. This
does not include drug
coinsurance.

Drug coinsurance
Effective January 1, 2002

20%  of the allowed
amount up to a maximum
of $25 per prescription.

20%  of the allowed
amount up to a
maximum of $25 per
prescription.

20%  of the allowed
amount up to a
maximum of $25 per
prescription.

Drug coinsurance out-of-pocket
maximum
Effective January 1, 2002
(Total expenditures for drug coinsurance,
after which HIRSP will pay at 100%.)

$750 per year. This is in
addition to medical
coinsurance.

$1,000 per year. This is
in addition to medical
coinsurance.

$125 per year. This is
in addition to medical
coinsurance.

Drug coinsurance out-of-pocket
maximum reductions available if
qualified
Effective January 1, 2002

Yes .** No. No.

Maximum lifetime benefit $1,000,000. $1,000,000. $1,000,000.



 HIRSP 2001 Annual Report Page 7

Covered Services

HIRSP will cover medically necessary and appropriate services consistent with the HIRSP policy
only when those services are received from Wisconsin Medicaid-certified providers.  All benefits
are subject to the exclusions, limitations and conditions of the HIRSP policy.  The following is a
partial list of services that HIRSP covers:

• Hospital services.
• Basic medical-surgical services, including in-hospital and out-of-hospital medical and

surgical services, diagnostic services, anesthesia services, and consultation services.
• Inpatient treatment and outpatient services for substance abuse (alcohol or other drug abuse)

and nervous and mental disorders.
• Prescription drugs and insulin.
• Home care.
• Durable medical equipment.
• Disposable medical supplies.
• Diagnostic X-rays and laboratory tests.
• Physical therapy services.
• Emergency ambulance services.
• Skilled nursing facility services.
• Hospice care.
• Services and supplies for treatment of diabetes.
• Chiropractic services.
• Maternity and newborn services.

Services Not Covered

The following is a partial list of treatments, services, supplies, and expenses that HIRSP does not
cover:

• Routine exams and related services.
• Cosmetic treatments.
• Eyeglasses.
• Hearing aids.
• Routine dental care.
• Custodial care.
• Infertility, impotence, and sterility services or drugs.
• Charges for procedures or services that are determined as not medically necessary and

appropriate.
• Expenses incurred for procedures or services that are of questionable medical value,

experimental, or investigative (except drugs for the treatment of HIV infection).
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Policyholder Cost Sharing

Premiums

As with other health insurance plans, all HIRSP policyholders are required to pay premiums for
their coverage.

State law requires that policyholder premiums fund 60% of plan costs remaining after a GPR
appropriation has been subtracted.  The law also requires that premiums be set no higher than
200% and no lower than 150% of the rate that a “standard risk” person would pay for
comparable coverage in the private market.  When premiums at 150% of the standard rate fund
more than 60% of plan costs, excess premium revenues accrue.  State law restricts the use of
excess premium revenue.

HIRSP statutes provide for reduced premiums for qualifying Plan 1, Option A and Plan 2
policyholders with annual household incomes below $25,000.  The reductions are partially
funded by GPR, with the insurance industry and providers funding the remaining amount.

Refer to Appendix 3 of this report for HIRSP’s 2001 annual full premium tables and to
Appendix 4 of this report for a detailed explanation of the methodology for calculating HIRSP
premium rates.

Medical Deductibles and Coinsurance

In addition to their premiums, all Plan 1, Options A and B policyholders are required to satisfy
deductible and coinsurance amounts, which are calendar-year based and vary by option.  Once
the deductible and coinsurance out-of-pocket maximums have been met, HIRSP pays 100% of
covered expenses for the remainder of the calendar year.  Plan 2 policyholders are required to
satisfy only calendar year deductibles.  Deductible and coinsurance amounts are set in state law.

Plan 1, Option A policyholders pay the first $1,000 of covered expenses as a medical deductible.
Policyholders with qualifying income levels pay reduced deductibles.  After the medical
deductible has been met, policyholders pay 20% or $1,000 of the next $5,000 of covered
expenses as medical coinsurance.

Plan 1, Option B policyholders pay the first $2,500 of covered expenses as medical deductible
and are not eligible for reductions.  Plan 1, Option B policyholders pay a higher medical
deductible in exchange for lower premiums.  After the medical deductible has been met,
policyholders pay 20% or $1,000 of the next $5,000 of covered expenses as medical coinsurance.

Plan 2 policyholders pay the first $500 of covered expenses as medical deductible and are not
eligible for deductible reductions.  Plan 2 requires no medical coinsurance; therefore, HIRSP
pays 100% of covered medical expenses once the $500 deductible has been met.
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Annual family medical out-of-pocket maximums, not including drug coinsurance, apply to
family members who are on the same plan; the maximums are $4,000 for Plan 1, Option A;
$7,000 for Plan 1, Option B, and $1,000 for Plan 2.

Drug Coinsurance and Out-of-Pocket Maximums

As of January 1, 2002, policyholders on all plans pay a drug coinsurance of 20% of the allowed
amount for each prescription filled, up to a maximum of $25 for each prescription filled.  Drug
coinsurance out-of-pocket maximums vary by plan; Plan 1, Option A has a maximum of $750,
Plan 1, Option B has a maximum of $1,000, and Plan 2 has a maximum of $125.  Plan 1, Option
A policyholders with qualifying income levels pay a reduced out-of-pocket maximum.  Once the
drug coinsurance out-of-pocket maximum has been met, HIRSP pays 100% of allowed
prescription drug costs for the remainder of the calendar year.

Lifetime Benefit Maximum

The lifetime benefit maximum for all HIRSP plans is $1,000,000.  The benefit maximum is the
total amount that can be paid out to a HIRSP enrollee over the course of his or her lifetime.  It
includes both medical and drug benefits.
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History

Historical Overview

In the mid-1970s, several health policy initiatives began which would later result in the creation
of HIRSP.  The Center for Public Representation, a Madison-based public interest law firm,
established the Handicap Law Project to assess the problems of persons with disabilities in
meeting rising health care costs.  The Center worked with a variety of groups — the Mental
Health Association in Wisconsin, the Wisconsin Epilepsy Foundation, and the Curative
Workshop of Milwaukee.  These groups found that many disabled persons in Wisconsin could
not obtain health insurance in the private market because of their medical conditions.

During approximately the same time period, the National Association of Insurance
Commissioners (NAIC) and the Conference of Insurance Legislators (COIL) were developing
model legislation to help states provide insurance coverage to the medically uninsurable.  The
models developed by NAIC and COIL were based on a risk-pooling concept.  The basic idea of
risk pooling was to charge medically uninsurable individuals higher-than-average premiums and
deductibles in exchange for adequate health coverage.  The premiums and deductibles, in
combination with assessments on health insurers across the state, would fund health insurance
claims for this select group.1

When HIRSP was created in 1979, it was based on the risk-pooling concept.  At that time, the
Office of the Commissioner of Insurance (OCI) oversaw HIRSP program administration and the
HIRSP Board of Governors played a supervisory role.

1997 Wisconsin Act 27 was the first of several Wisconsin Acts in recent years to mandate a
number of significant changes to HIRSP.  This act made some changes to address financial,
management, and administrative issues related to HIRSP.  These changes are summarized below.

Historical Legislation

1997 Wisconsin Act 27

Highlights of some of the HIRSP changes enacted by 1997 Wisconsin Act 27 follow:

• Oversight responsibility for the plan:

! Effective January 1, 1998, oversight responsibility for HIRSP was transferred from the
OCI to the Department of Health and Family Services (DHFS).

! Included with the transfer to the DHFS, HIRSP’s daily program operations were
transferred to the state’s Medicaid fiscal agent, permitting HIRSP to use common and
current methods employed by Medicaid fee-for-service and managed care programs to
contain costs.

1     Goldman, Amie. Health Insurance Risk Sharing Plan.  Informational Paper #54.  Wisconsin Legislative Fiscal
Bureau.  Madison, WI:  January 1999.
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• Compliance with Health Insurance Portability and Accountability Act (HIPAA)
requirements:

! HIRSP’s lifetime benefit increased from $500,000 to $1,000,000.

! Pre-existing condition waiting periods were eliminated for policyholders entering the
plan under the definition of “eligible individual.”

! An alternate benefit plan (Plan 1, Option B) was established, allowing for a $2,500
deductible.

! Wisconsin designated HIRSP as the “alternate mechanism” used to comply with the law
requiring assurance of portability in the individual market.  This provision opened HIRSP
to individuals who qualify due to losing their employer-sponsored group health
insurance.

• Increase in financial support of plan:

1997 Wisconsin Act 27 increased financial support for HIRSP in the following ways:

! By making general purpose revenue funding available to offset plan costs.

! By requiring health care providers to fund 20% of plan costs through reduced payments.
This was facilitated by the requirement that plan participants receive medical services
only from Wisconsin Medicaid certified providers.

! By requiring that insurers and providers equally fund any deficit after all other financial
sources have been exhausted.

1999 Wisconsin Act 9

1999 Wisconsin Act 9 increased the household income eligibility limit for premium reductions
from $20,000 to $25,000.

1999 Wisconsin Act 165

1999 Wisconsin Act 165 specified the methodology to set Plan 2 premium rates.

2001 Wisconsin Act 16

2001 Wisconsin Act 16 required HIRSP to implement a case management pilot program and also
to cover hospice care services when provided by a licensed hospice care provider.  Most
significantly, the act amended the HIRSP policy to separate drug benefits from medical benefits
by establishing a separate coinsurance for prescription drugs.
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This new drug benefit was implemented January 1, 2002.  Under this new plan:

• Policyholders no longer pay the entire cost of their prescriptions up front.

• Policyholders are charged a 20% drug coinsurance based on the HIRSP allowed amounts for
drug charges, up to a maximum of $25 per prescription.

• Policyholders now have a drug coinsurance out-of-pocket maximum, which varies by plan,
option, and level of deductible for applicable policyholders.

• Prescription drug benefits no longer apply to the policyholder’s medical deductible, medical
coinsurance, or medical out-of-pocket maximums.
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Demographics

Enrollment

HIRSP’s enrollment increased 25.5% during 2001, from 10,042 in December 2000 to 12,606 in
December 2001, a net increase of 2,564.  This followed a trend of steadily increasing enrollments
since 1998.
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Enrollment by Plan

Enrollment in Plan 1, Options A and B, and Plan 2 shows that between 2000 and 2001:

• Plan 1, Option A enrollment increased 17.3% in 2001, from 6,509 to 7,634.

• Plan 1, Option B, established in 1998, experienced the greatest percentage increase in
enrollment during 2001.  Enrollment for this plan increased 60.1% in 2001 from 2,106 to
3,371.

• Plan 2 enrollment increased 12.2% in 2001, from 1,427 to 1,601.

HIRSP Policies in Force, 1982-2001,1 Calendar Year Basis

1 HIRSP Monthly Report.  December 2001.
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Applications to HIRSP

Applications to HIRSP have increased dramatically over the last four years.  In calendar year
1998, HIRSP received an average of 180 applications per month.  That average rose to 240
applications per month in 1999 and to 420 applications per month in 2000.  In 2001, HIRSP
received an average of 455 applications per month. 1

In 2001, rejections or benefit reductions in health insurance coverage were the primary reasons
applicants sought and were approved for HIRSP coverage, accounting for 59.3% of the
approvals.  Qualifying under HIPAA as an eligible individual was the second most frequent
reason for approval.

The majority of HIRSP applicants applied for HIRSP because they received a notice of rejection
from an insurance carrier.  The next chart lists ten insurance carriers that issued the greatest
number of rejections resulting in applications to HIRSP in 2001.

Refer to Appendix 8 of this report for the number of rejections issued by all insurers resulting in
applications to HIRSP in 2000 and 2001.

1 HIRSP Monthly Reports.  1999-2001.

Application Statistics, 1999 - 20011

Reason for approval

Year Received Approved Medicare
eligible

HIV +
HIPAA-
eligible
individual

Notice of
rejection

Notice of
benefit
reduction

Notice of
premium
increase by
50% +

2001 Total 5455 5093 212 38 1795 2946 77 25
2000 Total 5043 4069 145 31 1831 1982 54 26
1999 Total 2985 2254 112 33 740 1303 52 14
2001
Monthly
Average

455 424 18 3 150 246 6 2

2000
Monthly
Average

420 339 12 3 153 165 5 2

1999
Monthly
Average

249 188 9 3 62 109 4 1

2001 Percent of Total Applications
Received

4.2% 0.7% 35.2% 57.8% 1.5% 0.5%

2000 Percent of Total Applications
Received

3.6% 0.8% 45.0% 48.7% 1.3% 0.6%

1999 Percent of Total Applications
Received

5.0% 1.5% 32.8% 57.8% 2.3% 0.6%
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Resulting
Applications

to HIRSP

Insurance Company Issuing Rejection

2001 Total
Blue Cross and Blue Shield United of Wisconsin 474
Golden Rule 412
Fortis 315
Wisconsin Physicians Service 282
American Family Insurance 224
American Medical Security Group 173
American Republic 140
Midwest Security 123
CONSECO 100
National Health Protection Plan 80

Profile of HIRSP Policyholders

In 2001, HIRSP policyholders, as a group, had the following characteristics:

Gender 56% were female, 44% male
Age 62% were between 50 and 64 years of age (female 37%; male 25%)

Employment Full- or part-time employment (based on application data)
Region Zone 1 — 9%; Zone 2 — 28%; Zone 3 — 63%

Plan Plan 1, Option A — 7,634; Plan 1, Option B — 3,371; Plan 2 — 1,601
Reason 59.3% applied for HIRSP after receiving rejections or benefit reductions from an individual

health plan
Income At least 73% appeared to have income in excess of $25,000, because they did not apply or

qualify for reduced premiums

Age and Gender of Policyholders

Of the 12,606 policyholders enrolled in HIRSP at the end of 2001, the majority of female
policyholders, 70%, were 50 years old or older.  The majority of male policyholders, 58%, were
50 years old or older.

Age and Gender of HIRSP Policyholders
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Geographic Distribution of Enrollees

HIRSP policyholders reside in every county in the state.  The map represents the number of
residents in each county who were covered by HIRSP at any time during the year 2001;
therefore, the total number of policyholders indicated on the map will not reconcile with the
12,606 enrolled in December of 2001.

Geographic Distribution of HIRSP Enrollees
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Length of Enrollment

The chart below shows the number of policyholders and the duration of their enrollment in the
plan, as of December 2001.  The disproportionate number of policyholders enrolled three years
or less corresponds to significant growth in enrollment for that time period.

Years Male Female Total
Under 1 1,892 2,352 4,244
1 to 2 1,307 1,628 2,935
2 to 3 536 734 1,270
3 to 4 338 393 731
4 to 5 142 231 373
5 to 6 125 167 292
6 to 7 152 170 322
7 to 8 152 175 327
8 to 9 196 226 422
9 to 10 341 438 779
10 to 11 204 227 431
11 or more 201 279 480
Total 5,586 7,020 12,606

Policyholder Subsidies for Premiums and Deductibles

According to state law, policyholders in Plan 1, Option A (the $1,000 deductible plan) are
eligible for reduced premiums or deductibles if their annual household income in the previous
calendar year was less than $25,000.  Policyholders in Plan 1, Option B (the $2,500 deductible
plan) are not eligible for reductions.  Policyholders in Plan 2 are eligible for reduced premiums if
their household income in the previous calendar year was less than $25,000.

*This subsidy level was implemented 1/1/2000; category applies to reduced premiums only.  Other subsidy categories apply to
Plan 1, Option A policyholders for reduced premiums and deductibles, and to Plan 2 policyholders for reduced premiums only.

Although the number of subsidized policyholders has gradually increased as a result of overall
enrollment increases, the percent of subsidized policyholders has remained relatively constant.

Subsidy Comparison
1999 2000 2001Subsidy Level

Income Range Plan1,
Option A Plan 2 Total Plan 1,

Option A Plan 2 Total Plan 1,
Option A Plan 2 Total

Less than $10,000 834 155 989 876 157 1,033 963 140 1,103
$10,000 - $13,999 416 232 648 458 239 697 521 241 762
$14,000 - $16,999 324 145 469 384 144 528 337 168 505
$17,000 - $19,999 315 101 416 353 119 472 380 132 512
$20,000 - $24,999* 0 0 0 291 99 390 401 119 520
Total Subsidized
Policyholders

1,889 633 2,522 2,362 758 3,120 2,602 800 3,402

Total Policyholders at
Year End

5,625  1,292 6,509  1,427 7,634  1,601

Percent Subsidized 34% 49% 36% 53% 34% 50%
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Funding

Funding Sources

The calendar year (CY) 2001 operating and administrative expenses were $75.3 million.  State
law stipulates four sources of funding for HIRSP:

• General Purpose Revenue (GPR):  The Wisconsin Legislature sets an amount of GPR in each
biennial budget to offset plan costs.  In CY 01, $10.9 million of GPR was appropriated for
HIRSP.

• Policyholder premiums:  After the GPR offset has been applied, premiums fund 60% of
operating and administrative expenses.  HIRSP premium rates differ based upon age, gender,
and ZIP code zone of residence of the policyholder.

Please refer to Appendix 4 of this report for details of methodology for calculating HIRSP
premiums.

• Insurer assessments: After the GPR offset has been applied, insurers pay 20% of HIRSP
operating and administrative costs through assessments based on the health insurance
premium volume each company writes for Wisconsin residents.  Participating insurers share
in the costs of HIRSP in proportion to their share of the total Wisconsin premium volume
reported to the Wisconsin Office of the Commissioner of Insurance (OCI).

• Provider discounts: After the GPR offset has been applied, health care providers pay 20% of
HIRSP operating and administrative expenses through reductions in HIRSP claim payments.

In addition to these funding sources, a separate state GPR appropriation provides funds to reduce
premiums in Plan 1, Option A and Plan 2 for policyholders whose annual household incomes are
under $25,000.  Reductions in deductibles are also available for Plan 1, Option A policyholders
whose annual household incomes are less than $20,000.  According to state law, policyholders
enrolled in Plan 1, Option B are not eligible for reductions of premiums or deductibles.

If the GPR appropriation is insufficient to fund the reductions, insurers and providers are
required to fund the balance in equal shares.  In 2001, the total cost of reductions (subsidies) was
$2,270,160.  The GPR covered $774,190, insurers $747,983, and providers $747,987.

Actuarial consultants to HIRSP perform calendar year reconciliations of plan costs and revenues
to ensure that policyholder premiums, including credits for premium and deductible subsidy
amounts; insurer assessments; and provider discounts meet the levels required by law.
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Financial Information

This section of the HIRSP annual report contains general financial information about HIRSP.
Please refer to Appendices 5-7 of this report for details.

Costs and Funding

HIRSP statutes require that after general purpose revenue (GPR) funds are used to offset plan
costs, policyholder premiums (including credit for premium and deductible subsidy amounts)
fund 60% of plan costs, except that premiums may not be set at less than 150% or more than
200% of a comparable industry standard risk rate, developed in conjunction with actuarial
consultants to HIRSP.

Assessments of insurers fund 20% of plan costs and reduced payments to providers fund the
remaining 20% of plan costs.  Insurers and providers fund premium and deductible subsidies
after the GPR appropriation is exhausted.

The HIRSP Board of Governors approved the conversion from cash to accrual accounting in
2001, as recommended by the Legislative Audit Bureau in its audit reports of HIRSP financial
statements for state fiscal years 1999 and 2000.

The Department and the Board of Governors, supported by actuarial consultants, oversee all
financial matters relating to HIRSP, including, but not limited to, approval of premium rates,
insurance industry assessments, and adjustments to provider payment rates to assure
conformance with statutes.  In addition, they develop the annual operating budget, produce
comprehensive monthly reports, and perform calendar year reconciliations.

The Legislative Audit Bureau has audited HIRSP’s financial statements since 1998.

Overall Plan Costs

HIRSP administrative costs, the people and infrastructure costs required to run the plan, have
increased, but represent a declining percent of overall costs.  Administrative costs of $4,480,073
in 2001 represented 5.9% of the total plan costs of $76,451,816.  Operating costs, claims paid by
the plan, have risen with enrollment and utilization to represent 94.1% of total plan costs.  Refer
to Appendix 5 of this report for details of the calendar year (CY) 2001 reconciliation of plan
costs.

Overall Plan Costs1

CY 1998 CY 1999 CY 2000 CY 2001
Total plan costs $43,251,905 $50,107,757 $54,451,356 $76,451,816
Administrative costs $3,661,834 $3,287,510 $3,842,068 $4,480,073
Administrative as % of total 8.5% 6.6% 7.1% 5.9%

1 Calendar Year Reconciliation.
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Policyholder 60%

HIRSP premium rates remained at 150% of standard rates, the lowest level permitted by law,
from 1998 until July 1, 2001, when a 3.4% overall increase to cover projected plan costs
increased premium rates to 162% of standard risk rates.  When premiums at 150% of the
standard rate fund more than 60% of plan costs, excess premium accrues.  As required by law,
the Department of Health and Family Services has set aside excess premium revenue, the use of
which is restricted by state law.

In 2001, the Financial Oversight Committee of the Board of Governors recommended, and the
Board approved, a distribution of $2.5 million of the accrued excess premium revenue to
qualified policyholders.

Actuarial analysis1 indicates three factors contribute to the accumulation of excess premium
revenue:

1. General purpose revenue funding beginning January 1, 1998, reduced the proportion of plan
costs that must be funded by policyholders, insurers, and providers.

2. Provider payment is based on Medicaid reimbursement levels that increase at a slower rate
than billed charges.  Since standard rates are generally driven by billed charge increases, the
standard premium rates will increase faster than HIRSP payments, which increase at more
modest Medicaid levels.  However, HIRSP usual and customary charges are based on a
percentage of billed charges so the total cost to the HIRSP program (including provider
contribution) should increase at billed charge trends.

3. Plan 1, Option B was established in 1998.  The premium rates are set based on the actuarial
equivalent relationship of a $2,500 deductible plan versus a $1,000 deductible plan.
However, the experience on Plan 1, Option B has been much more favorable than that of
Plan 1, Option A or Plan 2, resulting in more favorable overall experience.  Many of the
Plan 1, Option B enrollees appear new to HIRSP so the risk profile of HIRSP enrollees may
have changed compared to 1997 and prior.

Insurer 20%

Assessments are adjusted each year to maintain compliance with the statutory requirement that
insurer assessments fund 20% of HIRSP costs.  Insurers are also assessed for 50% of the amount
of reductions in premiums and/or deductibles that exceed the GPR appropriation for reductions.

Provider 20%

Provider contributions fund HIRSP through discounted payments of claims.  Therefore, the
contribution revenue stream is proportionate to the volume of claims submitted.  Provider
discount rates have been consistent since 1998.  Providers are also responsible for 50% of the

1 Milliman USA.
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amount of reductions in premiums and/or deductibles that exceed the GPR appropriation for
reductions.

Claims to Premiums Loss Ratio

The claims to premiums loss ratio reflects the relationship of incurred claims to earned premiums
for all policyholders.  A loss ratio over 100% indicates that the plan is paying out more in claims
than it collects in premiums, and conversely, a loss ratio under 100% indicates that the plan is
collecting more in premiums than it is paying out in claims.  HIRSP’s overall loss ratio for 2001
was 179.7%.1

Earned premiums for 2001 is the amount of premiums billed to and paid by policyholders plus
the amounts for premium reductions funded by other payors for coverage between January 1,
2001, and December 31, 2001.  For example, premiums paid in December 2000, for first quarter
2001 coverage, are included in CY 2001 earned premiums for coverage January 1, 2001, through
March 31, 2001.

Incurred claims include:  1) the gross cost of services performed in CY 2001 and paid in CY
2001; and 2) the estimated cost of services performed in CY 2001, to be paid in CY 2002 and
later.

CY01 Claims to Premiums Loss Ratio1

Total Dollars Per Member Per MonthPlan
Incurred Claims Earned

Premiums

Loss Ratio
Incurred
Claims

Earned
Premiums

Plan 1,
Option A

$53,777,682 $25,542,287 210.5% $618.79 $293.90

Plan 1,
Option B

$8,586,918 $10,717,119 80.1% $242.64 $302.84

Plan 2 $11,802,320 $5,010,474 235.6% $644.30 $273.53
Total $74,166,921 $41,269,879 179.7% $527.45 $293.50

Note: Loss ratio = incurred claims ÷ earned premiums.
Earned premiums include premium subsidies.
Incurred claims include provider contributions.
Administrative expenses are not included in this exhibit.
Incurred claims and earned premiums are updated quarterly and restated to reflect the
most current information available as of March 31, 2002.
State law limits policyholder premiums to fund no more than 60% of plan costs.

1 Milliman USA.
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Utilization and Costs

Calendar Year and Lifetime Benefit Use

The following charts illustrate HIRSP benefit usage during calendar year (CY) 2001 and since
the plan’s inception.  In CY 2001, HIRSP paid over $50,000 in claims for each of 102
policyholders, and $10,000 or less for each of 8,190 policyholders.

“Benefit dollars paid” represents the amount HIRSP paid on claims after all applicable
deductible and coinsurance amounts have been subtracted.

Dollars Paid Since
Inception

In
2001*

0 11,226 2,677
1 to 10,000 9,302 5,513
10,001 to 50,000 4,367 980
50,001 to 100,000 1,271 82
100,001 to 250,000 632 20
250,001 to 1,000,000 87 0
*Based on when services were paid, not when
services were provided. Number of policyholders
who had claims paid during 2001 will not reconcile
with the total number of policyholders active in
HIRSP during 2001.
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Policyholders Who Did Not Meet Deductible

Fewer than 50% of HIRSP policyholders used enough services in CY 2001 to meet their
deductibles.  The following chart shows, by plan, the number of HIRSP policyholders who met
annual deductibles for services provided in 2001.

The table below represents deductibles met by policyholders enrolled at any time during CY
2001; therefore, the total number of policyholders indicated on the table will not reconcile with
the 12,606 enrolled as of December 31, 2001.

Deductibles Met by HIRSP Policyholders During 2001

Plan 1, Option A Plan 1,
Option B

Plan
2 TotalDeductible Amount

$500 $600 $700 $800 $1,000 $2,500 $500
% of policyholders
meeting deductible 66% 65% 60% 57% 53% 15% 87% 49%

Number meeting
deductible

775 409 293 269 3,422 618 1,460 7,246

Number of
policyholders 1,175 631 486 473 6,434 4,030 1,671 14,900

Plan 1A

775
409

293
269

3,422

1175
631

486 473

6,434

$500 $600 $700 $800 $1,000

Met Deductible Number of Policyholders

Plan 1B

618

4,030

Met Deductible
Number of Policyholders

Plan 2

1460

1671

Met Deductible
Number of Policyholders
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Diagnosis Categories

The charts that follow present diagnosis categories for claim dollars spent in 2001.  The
diagnosis categories shown depict diagnoses used on individual claims and do not necessarily
represent primary diagnoses of HIRSP policyholders.

Consistent with 2000, HIRSP’s most costly disease classification in 2001 was Circulatory
System Diseases.  This disease classification includes such conditions as stroke, heart disease,
hypertensive disease, and pulmonary circulation disease.  Other than ill-defined conditions,
Neoplasms is the second most costly, although far less costly than Circulatory System Diseases.

Note: The cost scale that runs across the bottom of each chart is different for each plan.  The
costs reflect dollars paid by the program and do not include deductibles, coinsurance, or provider
contributions.
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Drug Costs

More than $17 million was spent on drugs for HIRSP policyholders during CY 2001.  The
breakdown by plan:  Plan 1, Option A, $8.5 million; Plan 1, Option B, $.425 million; and Plan 2,
$8.2 million.  The following charts show the top 20 drug expenditures by therapeutic
classification prescribed for each of the three HIRSP plans.

Costs for Human Immunodeficiency Virus-Specific Antivirals, Immunosuppressives, and
Antidepressants far exceed the costs of any other therapeutic classification.

Drug Costs by Plan

Costs for HIV-Specific Antivirals far outweighed costs for any other therapeutic classification
for participants in Plan 1, Option A.  This trend also carries through for Plan 2.

Note:  The cost scale that runs across the bottom of each chart is different for each plan.
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Appendix 1
HIRSP Board of Governors

Membership Roster

Current Members Organization Represented
Phyllis Dubé, Chair
Secretary, Dept. of Health and Family Services
(DHFS)

DHFS Secretary, or a designated
representative for the DHFS

James Cobb
DHFS
Bureau of Fee-For-Service Health Care Benefits

Public Member

Bill Felsing
United Healthcare of Wisconsin, Inc.

Participating Insurer

Thomas Fuss
Meriter Health Services, Inc.

Integrated Multidisciplinary Health
System

Dianne Greenley
Coalition for Advocacy

Public Member

Jennifer Hockin
Atrium Health Plans

Participating Insurer

Claire Johnson
Group Health Cooperative of Eau Claire

Participating Insurer Nonprofit

Richard A. Leer, M.D.
Marshfield Clinic

State Medical Society of Wisconsin

Eileen Mallow
Office of the Commissioner of Insurance (OCI)

The Commissioner of Insurance, or
a designated representative for OCI

George Quinn
Wisconsin Health and Hospital Association

Wisconsin Health and Hospital
Association

Bill Smith
National Federation of Independent Business,
WI

Public Member, including one
representative of small businesses
in the state

Annette Stebbins Public Member

Robert Wood
Wisconsin Physicians Service

Participating Insurer Nonprofit
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Appendix 2
Eligibility Requirements

HIRSP’s eligibility requirements are set forth in s. 149.12, Wisconsin Statutes.  To be eligible for
HIRSP, applicants must meet all the requirements set forth under General Requirements, below.
In addition, applicants must also meet either the requirements under Eligibility Based on Medical
Condition or the requirements in the Eligibility Based on Lost Employer-Sponsored Group
Health Insurance, following.

General Requirements

All applicants to HIRSP must meet the following requirements:

• Are residents of Wisconsin.

• Are not eligible for employer-sponsored group health insurance.
• Are not eligible for Wisconsin Medicaid or BadgerCare.
• Meet the requirements described under one of the following two sections.

Eligibility Based on Medical Condition

Those applicants who are younger than age 65 and meet the General Requirements noted in the
previous section are eligible for HIRSP if they meet at least one of the following requirements:

• Are eligible for Medicare because of a disability.
• Have tested positive for the Human Immunodeficiency Virus (HIV).
• In the past nine months, have received a notice of rejection, cancellation, significant

reduction of coverage, or increases in premiums of 50% or more from one or more health
insurers based on a mental or physical condition.

Eligibility Based on Lost Employer-Sponsored Group Health Insurance

Those applicants who meet the General Requirements in the section above are eligible for
HIRSP if they meet all of the following requirements:

• HIRSP received the completed application within 63 days of the date the employer-
sponsored group health insurance was lost.

• Have not voluntarily cancelled coverage.
• Have had continuous insurance coverage for at least 18 months with no gap in coverage

greater than 63 days.
• Have exhausted continuation coverage under the employer-sponsored group health insurance,

including state continuation coverage or Consolidated Omnibus Budget Reconciliation Act
(COBRA) coverage.

• Most recent period of health insurance coverage was under employer-sponsored group health
insurance.
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Appendix 3
HIRSP 2001 Annual Full Premium Rate Tables

Effective Date:  July 1, 2001

Plan 1, Option A / Male ($1,000 Deductible)
ZoneAge

Bracket 1 2 3
0-24 $1,716.00 $1,536.00 $1,368.00
25-29 $1,764.00 $1,584.00 $1,404.00
30-34 $1,968.00 $1,788.00 $1,584.00
35-39 $2,292.00 $2,076.00 $1,836.00
40-44 $2,736.00 $2,448.00 $2,184.00
45-49 $3,492.00 $3,132.00 $2,796.00
50-54 $4,644.00 $4,176.00 $3,732.00
55-59 $6,048.00 $5,436.00 $4,848.00
60-64 $7,548.00 $6,792.00 $6,036.00
65+ $7,548.00 $6,792.00 $6,036.00

Plan 1, Option A / Female ($1,000 Deductible)
ZoneAge

Bracket 1 2 3
0-18 $1,716.00 $1,536.00 $1,368.00
19-24 $2,232.00 $2,016.00 $1,788.00
25-29 $2,448.00 $2,196.00 $1,944.00
30-34 $2,688.00 $2,412.00 $2,148.00
35-39 $3,060.00 $2,760.00 $2,448.00
40-44 $3,456.00 $3,120.00 $2,760.00
45-49 $3,984.00 $3,588.00 $3,192.00
50-54 $4,680.00 $4,212.00 $3,744.00
55-59 $5,424.00 $4,884.00 $4,344.00
60-64 $6,360.00 $5,724.00 $5,076.00
65+ $6,360.00 $5,724.00 $5,076.00

Plan 1, Option B / Male ($2,500 Deductible)
ZoneAge

Bracket 1 2 3
0-24 $1,236.00 $1,104.00 $984.00
25-29 $1,272.00 $1,140.00 $1,008.00
30-34 $1,416.00 $1,284.00 $1,140.00
35-39 $1,656.00 $1,500.00 $1,320.00
40-44 $1,968.00 $1,764.00 $1,572.00
45-49 $2,520.00 $2,256.00 $2,016.00
50-54 $3,348.00 $3,012.00 $2,688.00
55-59 $4,356.00 $3,912.00 $3,492.00
60-64 $5,436.00 $4,896.00 $4,344.00
65+ $5,436.00 $4,896.00 $4,344.00

Plan 1, Option B / Female ($2,500 Deductible)
ZoneAge

Bracket 1 2 3
0-18 $1,236.00 $1,104.00 $984.00
19-24 $1,608.00 $1,452.00 $1,284.00
25-29 $1,764.00 $1,584.00 $1,404.00
30-34 $1,932.00 $1,740.00 $1,548.00
35-39 $2,208.00 $1,992.00 $1,764.00
40-44 $2,484.00 $2,244.00 $1,992.00
45-49 $2,868.00 $2,580.00 $2,304.00
50-54 $3,372.00 $3,036.00 $2,700.00
55-59 $3,900.00 $3,516.00 $3,132.00
60-64 $4,584.00 $4,116.00 $3,660.00
65+ $4,584.00 $4,116.00 $3,660.00

Plan 2 / Male ($500 Deductible)
ZoneAge

Bracket 1 2 3
0-24 $1,212.00 $1,080.00 $960.00
25-29 $1,248.00 $1,116.00 $996.00
30-34 $1,368.00 $1,248.00 $1,116.00
35-39 $1,608.00 $1,464.00 $1,296.00
40-44 $1,932.00 $1,716.00 $1,536.00
45-49 $2,448.00 $2,196.00 $1,968.00
50-54 $3,264.00 $2,940.00 $2,616.00
55-59 $4,248.00 $3,816.00 $3,408.00
60-64 $5,292.00 $4,752.00 $4,236.00
65+ $5,292.00 $4,752.00 $4,236.00

Plan 2 / Female ($500 Deductible)
ZoneAge

Bracket 1 2 3
0-18 $1,212.00 $1,080.00 $960.00
19-24 $1,572.00 $1,428.00 $1,248.00
25-29 $1,716.00 $1,548.00 $1,368.00
30-34 $1,872.00 $1,692.00 $1,500.00
35-39 $2,148.00 $1,932.00 $1,716.00
40-44 $2,436.00 $2,184.00 $1,932.00
45-49 $2,796.00 $2,520.00 $2,232.00
50-54 $3,276.00 $2,952.00 $2,628.00
55-59 $3,804.00 $3,420.00 $3,048.00
60-64 $4,464.00 $4,020.00 $3,564.00
65+ $4,464.00 $4,020.00 $3,564.00



 HIRSP 2001 Annual Report Page 33

Zone 1 = ZIP codes 532__; generally the greater Milwaukee area.
Zone 2 = ZIP codes 530__, 531__, 534__, and 537__; generally Madison area and southeastern
Wisconsin, excluding Milwaukee.
Zone 3 = All other ZIP codes; generally central and northern Wisconsin.
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Appendix 4
Methodology for Calculating HIRSP Premiums

Statutory Requirements

HIRSP premium rates are established under the following statutory authority:

Plan 1, Option A, the $1,000 deductible plan:  s.149.143(1)(b)1.a., Wisconsin Statutes, states that
the premium must be set at not lower than 150%, and not higher than 200%, of the rate that a
standard risk would be charged under an individual policy providing substantially the same
coverage and deductibles.

Plan 1, Option B, the $2,500 deductible plan:  s.149.146(2)(b), Wisconsin Statutes, states that the
$2,500 deductible plan rates are to be set such that they differ from Plan 1, Option A’s $1,000
deductible rates by the same percentage difference that would be found between commercially
available $1,000 and $2,500 plans that offer substantially the same coverage and deductibles.

Plan 2, the plan for Medicare eligibles:  s.149.14(5m), Wisconsin Statutes, as created by 1999
Wisconsin Act 165, states that premiums shall be determined on the following factors:

• A comparison between Plan 1, Option A and Plan 2 of the average per capita amount of
covered expenses paid by the plan in the previous calendar year.

• Plan 2 enrollment levels.

• Other economic factors that the Department of Health and Family Services (DHFS) and the
board consider relevant.

In addition, s.149.143(1)(b)1, Wisconsin Statutes, requires that HIRSP policyholder premiums
fund 60% of plan costs but cannot be less than 150% or more than 200% of standard risk rate.

The following paragraphs describe how the HIRSP actuaries calculate premium rates to meet
these statutory requirements.

Projecting Costs

The actuaries project HIRSP costs for each plan year (July 1 through June 30) by evaluating
enrollment and utilization trends to estimate HIRSP claim costs for the upcoming year.  In
addition, they project administrative and other operating costs based on the previous year’s
experience, and changes anticipated in the upcoming year.

The general purpose revenue appropriation to offset plan costs is subtracted from the projected
program costs to determine the adjusted operating and administrative costs for the upcoming
plan year.  The Department and Board, with the technical support of the actuaries, determine the
amount of premium revenue needed to cover 60% of the adjusted costs.
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Calculating Plan-Specific Premium Rates

As shown above, premiums for the three HIRSP plans are set differently.  Following is an
explanation of how each plan’s rates are set.

Plan 1, Option A

The HIRSP actuaries first determine the standard industry rate that would be charged in
Wisconsin under an individual policy that provides substantially the same coverage as HIRSP.
These standard industry rates are determined as follows:

• Premium rates and market shares are obtained from carriers in Wisconsin through a standard
survey conducted each year.  The companies used to develop the HIRSP premium rates are
those making up approximately 80% of sales in the previous year.  Premium rates are by age
and gender bands.

• Rates for each carrier are adjusted to HIRSP benefits.  The current standard benefit (Plan 1,
Option A) design of HIRSP includes a $1,000 deductible with 80% coverage thereafter,
including prescription drugs.  Adjustments are made to equate each carrier’s product to the
HIRSP product.

• Each carrier’s rates are trended to the contract period.  Since each carrier’s rates have a
different effective date, the rates need to be increased for expected trends to the contract
period of July 1-June 30, to equate to the HIRSP plan year.  This trend rate is meant to be
consistent with the average expected rate increases taken by carriers in developing their rates.

• Rates are composited reflecting the amount of sales for each insurance carrier.

• Amounts are added for a maternity benefit provided by HIRSP that is not available from any
of the carriers.

• Rates are adjusted to account for area differences within the state.  Area rating is used
because of the wide variation in medical care costs by geographic area.  In general, both
charges and utilization are higher in urban areas.  The 532__ ZIP codes are the highest cost
areas.  The ZIP codes surrounding the 532__ ZIP codes are 10% lower, and all other ZIP
codes for the state are 20% lower.

The Plan 1, Option A ($1,000 deductible plan) HIRSP premium is calculated at 150% of that
standard industry rate.
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Policyholders enrolled in Plan 1, Option A may qualify for premium reduction if the annual
household income is below $25,000.  In accordance with s. 149.165, Wisconsin Statutes, reduced
premiums are calculated as follows:

Annual Household Income Premium at Percent of Standard Risk
Less than $10,000 100% of standard risk
Greater than $10,000 and less than $14,000 106.5% of standard risk
Greater than $14,000 and less than $17,000 115.5% of standard risk
Greater than $17,000 and less than $20,000 124.5% of standard risk
Greater than $20,000 and less than $25,000 130% of standard risk

Plan 1, Option B

Premiums for Plan 1, Option B are set using a benefit plan adjustment factor based on a
comparison of rates between a $1,000 and $2,500 deductible plan for the surveyed companies.
The factor is multiplied by the Plan 1, Option A premium to determine the Plan 1, Option B
premium for each age band, gender, and zone.

Plan 2

With the absence of a private market plan comparable to HIRSP’s Plan 2, Plan 2 rates have
historically been set at two-thirds of Plan 1, Option A rates.  In 1999, the HIRSP actuaries
analyzed plans available in the private market, and applied actuarial adjustments to include
prescription drug coverage to construct a standard rate for Plan 2.  The result of this analysis
indicated that Plan 2 premiums would need to be increased by 66% to be set at 150% of the
standard rate.

Statutes were revised in 1999 under Wisconsin Act 165 for setting Plan 2 rates.  The statutes
require the Board to set the rates using judgment considering the following factors:

• Comparison of the cost per capita for Plan 1, Option A and Plan 2 in the previous calendar
year.

• The enrollment levels of eligible persons in Plan 1, Option A and Plan 2.

• Other economic factors that the department and the Board consider relevant.

HIRSP has been gradually increasing Plan 2 premium percentages to bring Plan 2 to 150% of
standard risk.  The Board approved a motion to bring the loss ratios between Plans 1 and 2
together over a 10-year period.  As a result, HIRSP is gradually increasing Plan 2 premium rates
by a greater percentage than Plan 1, Option A each year to bring the loss ratios closer together.
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Setting the Final Rates

In the first step, the actuaries determine how much premium revenue must be collected to cover
60% of the adjusted plan costs projected for the upcoming plan year.  In the second step, the
actuaries determine rates based on statutory requirements.  The actuaries project the amount of
premium revenue that will result from rates set according to the methodology described above.

If, based on these projections, premium revenue would be insufficient to cover 60% of plan
costs, any excess premium revenues accumulated from the prior year’s reconciliation will be
used to cover the difference.  To the extent that these rates, plus any excess premium revenues
from the prior year, are still insufficient to pay 60% of plan costs, premium rates will be
increased to more than 150% of standard, but not more than 200% of standard.  If setting rates at
200% of standard risk is still insufficient to cover 60% of plan costs, HIRSP will, according to s.
149.143, Wisconsin Statutes, increase insurer assessments and provider reimbursement discounts
in equal proportions to the amount needed to cover 60%.

If premium revenue exceeds the amount needed to cover 60% of plan costs, HIRSP is required
by s. 149.143(2m), Wisconsin Statutes, to keep a separate accounting of the excess premium
revenue.  The excess premium revenue would be used in future plan years to reduce premium
increases should the need arise to have premiums higher than 150% of standard risk, or to be
used for other needs of eligible persons, with the approval of the HIRSP Board of Governors.

The HIRSP Board of Governors must approve changes to premium rates.  After approval by the
board, the DHFS files the new rates with OCI, and amends the HIRSP Administrative Rule, HFS
119, Wisconsin Administrative Code.
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Appendix 5
HIRSP Calendar Year 2001 Reconciliation1

Calendar Year 2001 Reconciliation
2001 Total

Operating and Administrative Costs (s. 149.143[1], Wis. Stats.)
Losses Paid or Approved for Payment 73,244,430
Increase (Decrease) in Unpaid Losses (2,394,907)
Total Administrative Expenses 4,480,073
Loss Adjustment Expense -
Total Operating Expense 75,329,596

Adjustments to Operating and Administrative Costs
GPR Appropriation (s. 20.435[4][af], Wis. Stats.) 10,950,018
Total Non-Operating Revenue (Expense) 656,463

Total CY Program Costs to be Split 60%, 20%, 20% 63,723,115

Adjusted Program Costs (s.149.143[1], Wis. Stats.) (Excluding Subsidy Costs)
Funding Shares

60% Policyholders 38,233,867
20% Providers 12,744,624
20% Insurers 12,744,624

Subsidy Funding Shares
Premium Subsidies 1,778,683
Deductible Subsidies 491,477
Total Subsidies 2,270,160

Subsidy GPR 774,190
Subsidy Funding Needed in Excess of State GPR 1,495,970
Non-GPR Subsidy Funding Needed in Addition to Section 3 Funding Shares

Providers 747,987
Insurers 747,983

Adjusted Program Costs (s. 149.143[1], Wis. Stats.) (Including Subsidy Costs)
Policyholders 38,233,867
Providers 13,492,611
Insurers 13,492,607

Non-GPR Revenues by Source Including GPR Subsidies (s. 20.435[4][ah], Wis. Stats.)
Policyholders

Premium 38,443,172
Premium and Deductible Subsidies Credited to Policyholders 2,270,160
Subtotal 40,713,332

Providers 14,728,456
Insurers 13,199,142
State Subsidies 774,190
TOTAL 69,415,120
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Key:

CY: Calendar Year
FY: Fiscal Year
SFY: State Fiscal Year
GPR: General Purpose Revenue

1 HIRSP Monthly Report, December 2001.

Estimate of Surplus/(Deficit) Account Balance for FY 2001
Policyholders

Prior Period Surplus/(Deficit) 3,171,141
Premium (Including Premium and Deductible Subsidies) 40,713,332
Less Cost 38,233,867
Less Dividend Payout 2,497,699
Change (18,234)
Ending Surplus/(Deficit) 3,152,907
Assigned Surplus to SFY 2002 336,530
Unassigned Surplus 2,816,377

Providers
Prior Period Surplus/(Deficit) (3,607,554)

Contribution 14,728,456
Less Cost 13,492,611
Change 1,235,845

Ending Surplus/(Deficit) (2,371,709)

Insurers
Prior Period Surplus/(Deficit) (3,243,303)

Assessment 13,199,142
Less Cost 13,492,607
Change (293,465)

Ending Surplus/(Deficit) (3,536,768)

Unfunded Deductible Subsidy
Prior Period Surplus/(Deficit) -
Change (491,477)
Ending Surplus/(Deficit) (491,477)

Total HIRSP Retained Earnings (3,247,047)
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Appendix 6
Conversion from Cash to Accrual Method of Accounting

The HIRSP Board of Governors approved the conversion from cash to accrual accounting in
2001.  This change was recommended by the Legislative Audit Bureau in its audit reports of
HIRSP financial statements for state fiscal years 1999 and 2000.

At the close of calendar year 2000, HIRSP’s retained earnings balance was $(12,216,457) on the
cash basis and $(16,726,109) on the accrual basis.  The accrual method of accounting recognizes
liabilities when incurred while cash accounting ignores liabilities until they are paid.  If
enrollment in HIRSP suddenly and significantly declined, premium revenues under cash
accounting would decrease substantially while claims would remain high for several weeks or
months; under cash accounting, this could result in insufficient funding of costs.  Accrual
accounting methodology recognizes claims as a liability in the period in which they were
incurred and funds the plan accordingly by holding a reserve for these expected claims.

The shares of negative retained earnings at the close of calendar year 2000 were:

Policyholders $(10,035,665)
Insurers     (3,345,222)
Providers     (3,345,222)

$(16,726,109)

As of December 31, 2000, the policyholders’ excess premium balance was $13.2 million.  The
board approved a distribution to policyholders of $2.5 million, reducing their excess premium
balance to $10.7 million, $10.0 million of which was used to cover the policyholders’ share of
negative retained earnings, and $.7 million to decrease the premium rate adjustments for HIRSP
plan year 2001.  After applying the $.7 million excess premium balance, the July 1, 2001,
average premium increase was 3.4% instead of the original calculation of 5%.

The insurers’ and providers’ shares of negative retained earnings were added to their assessments
and discounted claims payments, respectively.
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Appendix 7
Funding Sources

Calendar Year 1998 1999 2000 2001
Average numbers of policyholders               7,273               7,561              9,154            11,694

Plan costs per reconciliation (including deductible
subsidies)*+ $    41,856,837 $   48,804,352  $  53,148,049  $  75,329,596
  - Miscellaneous income            (292,434)          (427,540)          (679,443)         (656,463)
 + Premium subsidies 1,687,502        1,730,945       1,982,750       1,778,683
Total plan costs  $    43,251,905  $   50,107,757  $  54,451,356  $  76,451,816

Total cost per HIRSP policy  $            5,947  $           6,627  $          5,948  $          6,538

  GPR-operations  $    11,950,000  $   10,900,000  $  10,900,000  $  10,950,018
  GPR-subsidies            826,000           780,800          780,800          774,190
  Insurer assessment including subsidies         6,622,580        8,216,318       9,165,820      13,492,607
  Provider contribution including subsidies         6,622,580        8,216,318       9,165,820      13,492,611
Total cost of HIRSP to other WI policyholders  $    26,021,161  $   28,113,437  $  30,012,440  $  38,709,426

Cost to all WI policyholders per HIRSP policy  $            3,578  $           3,718  $          3,279  $          3,310
Percent of plan costs paid by other WI
policyholders 60.2% 56.1% 55.1% 50.6%
Total plan costs  $    43,251,905  $   50,107,757  $  54,451,356  $  76,451,816
 - Non-HIRSP policyholder cost       (26,021,161)      (28,113,437)      (30,012,440)     (38,709,426)
Difference paid by policyholder premiums  $    17,230,744  $   21,994,320  $  24,438,916  $  37,742,390
Avg per HIRSP policy borne by HIRSP PH  $            2,369  $           2,909  $          2,670  $          3,228
Percent of plan costs paid by HIRSP PH 39.8% 43.9% 44.9% 49.4%

Funding by source:
GPR % 29.5% 23.3% 21.5% 15.3%
Insurers 15.3% 16.4% 16.8% 17.6%

Providers 15.3% 16.7% 16.8% 17.6%
Policyholders 39.8% 43.9% 44.9% 49.4%

       Total 100.0% 100.0% 100.0% 100.0%

* Unallocated Deductible Subsidies — Due to the way the statutes are written, deductible subsidies are counted twice
when determining plan costs but are only allocated once.  Therefore, an amount equal to the deductible subsidies is
not allocated under the HIRSP program.  Unless there is a change to the statutes, the HIRSP program will be
underfunded each year by an amount equal to the deductible subsidies.  The unallocated amount for the deductible
subsidy in 2001 is $491,477.

+  When the change was made from Cash to Accrual Accounting, an amount equal to the Unallocated Deductible
Subsidies was added to cost in 1998-2000 and was included as part of the negative retained earnings as of 12/31/00.
As such, these costs were split 60%/20%/20% among the funding parties.  The amounts of the deductible subsidies in
1998, 1999, and 2000 were $537,897, $491,767, and $502,246, respectively.  However, in the future, an amount equal
to the deductible subsidies will be unallocated unless there is a change in the statutes.

Key:

GPR: General Purpose Revenue
PH: Policyholder
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Appendix 8
Insurer Rejections Resulting in Applications to HIRSP

Notice of Rejection by 2001
Total

2000
Total

2001 vs.
2000

BC&BS United of WI 474 271 203
Golden Rule 412 220 192
Fortis 315 171 144
Wisconsin Physicians Service 282 154 128
American Family 224 197 27
AMS/American Medical Security Grp 173 112 61
American Republic 140 128 12
Midwest Security 123 40 83
CONSECO 100 97 3
National Health Protection Plan 80 46 34
Pekin 68 44 24
Security Health Plan 68 47 21
Insurance Center 66 18 48
Mega Life and Health 59 31 28
World 54 41 13
Trustmark 32 12 20
Physicians Plus 28 31 -3
Dean Health Plan 27 26 1
Compcare 23 0 23
State Farm 22 62 -40
John Alden Life Ins. Co. 18 6 12
Atrium 17 10 7
Insurance Co. of North Am. 16 0 16
Mutual of Omaha 15 22 -7
Celtic 14 14 0
North American 13 25 -12
Unity 11 5 6
AIA 8 10 -2
Central States Life 8 1 7
Group Health Cooperative 8 3 5
Valley Health Plan 8 3 5
American National Life 6 12 -6
Managed Health Services 6 0 6
Wellmark 4 43 -39
Central Reserve Life Ins. 3 4 -1
Connecticut General Life 3 0 3
AARP 1 2 -1
Bankers Life 1 0 1
Continental 1 0 1
Guardian 1 0 1
Haney Group Service 1 0 1
Liberty 1 1 0
Life Investors 1 0 1
Managed Health Care 1 0 1
Managed Health Funding 1 0 1
National Benefit Life. Ins. 1 0 1
Physicians Mutual Ins. Co. 1 0 1
Safeco Life Ins. Co. 1 0 1
Wausau 1 0 1
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Appendix 9
Chapter 149 of the Wisconsin Statutes
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